M NUTES

MONTANA SENATE
57th LEG SLATURE - SPECI AL SESSI ON
COWM TTEE ON FI NANCE

Call to Order: By CHAIR BOB KEENAN, on August 6, 2002 at 10: 00
A M, in Room 172 Capitol.

ROLL CALL

Menbers Present:
Sen. Bob Keenan, Chair (R)
Sen. Tom A. Beck (R
Sen. Chris Christiaens (D)
Sen. John Cobb (R
Sen. WlliamCrisnmore (R
Sen. Greg Jergeson (D)
Sen. Royal Johnson (R
Sen. Bea McCarthy (D)
Sen. Arnie Mhl (R
Sen. Linda Nelson (D)
Sen. Debbi e Shea (D)
Sen. Corey Stapleton (R)
Sen. Bill Tash (R
Sen. Jon Tester (D)
Sen. M gnon Wat erman (D)
Sen. Jack Wells, Vice Chair (R
(R
Sen. Tom Zook (R)

Menmber s Excused: None.

Menbers Absent: Sen. Ken Mller (R)
Staff Present: Prudence Gldroy, Conmittee Secretary
Jon Mbe, Legislative Branch

Pl ease Not e: These are sunmary mnutes. Testinony and
di scussi on are paraphrased and condensed.

Comm tt ee Busi ness Summary:
Hearing(s) & Date(s) Posted: SB 14, 8/5/2002; SB 15,
8/ 5/ 2002
Executive Action: None
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HEARI NG ON SB 14
Sponsor: SEN. EM LY STONI NGTQON, SD 15, Bozenan
Pr oponent s: D ck Krofts, Conm ssioner of Hi gher Education

LI oyd Chessnan, Vice-President in charge of
Econom ¢ Devel opnent at the University of Ml
John Youngberg, representing the MI Stockgrowers

Ceorge Denni son, University of Montana

Eric Furke, NEA-MFT

SEN. DON HARGROVE, SD 16, Gallatin County

Ri chard Ownen, Montana Grai ngrower's Associ ation

Qoponent s: None

Openi ng St at enent by Sponsor:

SEN. EM LY STONI NGTON, SD 15, Bozenan, opened on SB 14 recalling
that when the LFC net in early June to discuss the first round of
cuts that the governor was proposing, one of those proposals was
to cut the research appropriation of $4.85 nmllion a year to the
Board of Research and Conmercialization. She recalled a |ong
fought battle over the years over the commtnent to research and
applied research going into comrercialization and actual products
that are applicable to the Montana econony. The Board of
Research and Commerci alization has been in effect for several
years and the appropriation is $4.85 nillion out of the general
fund. It is actually an appropriation out of interest anount in
the coal tax trust fund that goes toward this research in the
state. The June proposal was to cut that amount by 10%
($485,000) but the comrittee agreed there was a need to address
the issue with a bill in the legislative session in January.

When the special session was called it was proposed that there

al so be a transfer fromthe Departnent of Transportation. That
became HB 5. HB 5 expanded the cut to 35%the first year and 25%
t he second year, which was significantly deeper than $485, 000.
She indicated that a cut of 10% was fair and deeper than 10% was
not right. She said there were not many economic drivers in the
state and that research is one of them It is a $70 million

pi ece of the Bozeman econony. Statewide it is in the $100
mllion range. She maintained the commttee could advance the
bill and have it coordinate with HB 5, hold the bill and table it
and | ook at anmending HB 5 or decide to go with the cuts in HB 5.
She indicated she wanted to bring the issue before the committee
because otherwise it would get buried in the discussion.

Pr oponents' Testi nony:
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D ck Krofts, Conm ssioner of Hi gher Education, explained how
putting noney into research paid off. He noted that in the late
1980s the state, including the |egislature, had made two
significant public policy decisions to help research funding at
the universities. The first was in 1989 and permtted the
universities to retain indirect costs and invest them back into
their grow ng research program The second has been support over
the years in various nechanisns for matching federal research
grants for the university system This began wth a significant

| oan through the Science and Technol ogy Alliance. In 1999, the
state put $2 million into the programand in the special session
in May of 2000 the $4.85 million that Sen. Stonington referred to
was added. Commi ssioner Krofts distributed a handout and
expl ai ned expenditures for research within the university system
EXH Bl T(fcs02a0l1) In was their view that the record showed the
public policy decisions had paid off enornmously for the state of
Mont ana. He conveyed the need to keep the federal dollars flow ng
wth a certain and stable source of funding that was provided in
the May of 2000 special session and indicated a concern about the
possi bl e reaction of the federal agencies to the proposed cuts.

LI oyd Chessnan, Vice-President in charge of Econom c Devel opnent
at the University of Mntana urged support for the bill as a key
to econom c devel opnent. He indicated that over $100 mllion per
year is expended in the state fromout of state funds and that
nore than 50% of funds provided jobs and sal aries. He naintained
that the research being conducted | eads to intellectual property
inventions that the universities patent and with which smal

busi nesses start. The U of Mw Il open a snall business

i ncubator in the fall that is fully occupied and driven primarily
by sone of the research and sone of the intellectual property
com ng out of the University. M. Chessman described the
National Institute of Health funding a $7.5 million project at
the U of Mand the addition of 8 faculty with research grants for
$8 mllion.

John Youngberg, representing the Montana Stockgrowers stated he
wor ks for the Farm Bureau and was al so on the Board of Research
and Comrerci alization, the board that gives out the noney for the
grants. He contended they were one of the driving engines in the
state's econony. He cited a project in Mssoula where a private
conpany working with the university built a CO2 tester which
started froma research project the board funded. The Board
awarded 38 grants for a total of $10.5 million. Through federal

mat ches and private industry they were able to add $15.8 million
in addition. He clainmed that 110 new jobs were created as a
direct result of the research. There have $26 mllion additional

dol l ars | everaged besides the match. Agriculture projects
conprise 39% of research projects. A project at Northern AG
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Research Center at Havre would create a nodel for crop

determ nation. A project in Corvallis would deal wth essential
oils and at Kalispell there is a project to develop synthetic
seeds. There are projects in Bozenan dealing with enhanced
fungal wheat disease and the use of biofilmin mning and coal bed
nmet hane devel opnent. The return on the investnment is greater
than what was cut. He felt the programwas vital to the state.

CGeorge Dennison, University of Montana, rose in support of the
bill. He comrented that the noney coming into the state benefits
both the university systemand the state. He urged the commttee
to continue the public policy that works and | ook carefully at
reducing $1.2 nmillion this year.

Eric Furke, MEA-MFT, indicated the union represents not only K-12
enpl oyees but al so represents teaching and research faculty
within the university system He voiced support for SB 14 and
felt it addressed the problem of a struggling econony and woul d
keep the econony noving forward. He added that HB 5 woul d extend
the $1.2 million cut into the next bienniumas well. He
understood why that was done in HB 5 but felt the special session
was designated to deal with the problens in this fiscal year. He
wi shed to keep Sen. Stonington's bill alive and to defer action
on the $1.2 million cut in the research and comercialization
fund until the next session.

SEN. DON HARGROVE, SD 16, Gallatin County, noted his invol venent
in the prograns. He explained that the |egislature had worked
for over fifteen years to provide a stable source of funding
because of concerns of the National Science Foundation in

Washi ngton to do so. In 1999, legislation was passed to take the
funds fromincone comng into the coal tax fund. The NSF used
Mont ana as a nodel for other states. However, the funding was
not held to be constitutional and a special session was called
strictly for that purpose. He asserted that econom sts claim

t hat noney brought in fromoutside a |ocal econony wll be
multiplied 5to 6 tines, affirmng the inportance of a stable
source of funding. He felt the credibility and reputation of the
| egi sl ature was at stake and that although 10% was reasonabl e,
35% was not. He urged the commttee to keep the bill alive, pass
it and bring it together with HB 5.

Ri chard Ownen, Montana G aingrower's Association, rose in support
of the bill and declared that research and conmercialization were
the key to the future of agriculture and that the groups that
were involved in Vision 2005 in the special session of 2000 stil
felt very strongly about the funding that was created for this
project and G owh Through Agriculture as well. The research
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projects nade a difference and the agriculture conmunity was
united in support of continuing full funding.

Opponents' Testi nony:

None.

Questions from Conmi ttee Menbers and Responses:

SEN. M GNON WATERMAN, asked M. Youngberg if he served on the
grant commttee and if there were nore applications for grants
than there were funds avail abl e?

M. Youngberg described that there were 17 grants funded in the
first year out of a huge stack of applications.

SEN. WATERMAN noted the testinony regarding the success of the
prograns in generating jobs and incone for val uable research and
wonder ed why the program should be cut at all if it is a revenue
pr oducer.

M. Youngberg noted that the departnents were asked to cone up
with noney to put on the table and this was noney that had not
yet been spent. He felt it was probably thought the cut woul d
not effect any of the basic services such as education and soci al
servi ces.

SEN. TOM ZOK asked about synthetic seeds and the inplications
for seed growers.

M . Youngberg expl ained that the devel opnent of a seed base was
still required. Tissue for seed potatoes would be encapsul at ed.
The seeds woul d be used with high production crops.

{Tape : 1; Side : B}

SEN. ZOOK wonder ed about the research. He noted that Mntana
seed potatoes were highly valued as opposed to I daho and
expressed sonme concern.

M . Youngberg expl ai ned that potato producers had been invol ved
in sone of the research. Seed potatoes would still be grown and
the synthetic seeds would still be guaranteed disease free.

SEN. DEBBI E SHEA was intrigued by the program being a catal yst

for business and inquired whether the business were staying here
and how many enpl oyed peopl e were enpl oyed.
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M. Youngberg offered to get the nunbers and gave an exanple of a
conpany in Belgrade with a product that kills pathogens in sewage
and a project in Bozeman for a chip that would identify every
aircraft in the air, contributing to "honel and security".

SEN. ROYAL JOHNSON asked about item 3 in the fiscal note which
claimed no additional fiscal inpact fromthe bill in FY 2003.

SEN. STONI NGTON recal l ed that the Legislative Finance Conmmttee
agreed that the reduction should take place but that the governor
did not have the authority without statutory action. The
committee reconmended asking the Departnment of Conmerce not to

di sperse the funds until the general session net in January and
that there would be a bill to authorize the transfer fromthe
Board of Research and Conmercialization into the general fund to
refl ect the reduction.

SEN. JOHNSON asked if that neant they had the sanme anount of
nmoney until January 1st.

SEN. STONINGTON felt the fiscal note was inaccurate. SB 14 said
that beginning in FY 2003 there would be a 10% reducti on
($485,000). In HB 5 there would be a $485, 000 reduction in FY
2003 plus the $1.2 mllion reduction in 2004 and 2005 for a total
of $1.685 mllion in FY 2003. SB 14 is retroactive to the

begi nning of FY 2003 (July of 2002). FY 2003 woul d take away
$485, 000 and ongoi ng years and then the entire program woul d
sunset in 2005. It would take sonme positive action in the next
session to see the program conti nue.

SEN. JOHNSON asked if the attenpt was to reinstate $485, 000.

SEN. STONI NGTON replied that the governor had not taken anything
yet because she did not have statutory authority and that the
fiscal note was wong. All the governor's office did was del ay
di sbursenent. SB 14 woul d take 10% each year until the bill
sunset s.

SEN. JOHNSON asked if the bill did not affect the situation in
the current year and if the governor's office could still hold
the noney until January 1.

SEN. STONI NGTON expl ai ned that they had the right to hold the

di sbursenent and not allow the grants to be nmade and the noney
could be taken in the general session. She said HB 5 had to pass
because it also includes a transfer fromthe Departnent of
Transportation but that HB 5 triples the reduction in 2003.
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SEN. JON TESTER asked for a clarification on research dollars
spent. (Look at Ex. 1)

M . Denni son explained the chart was the expenditure from
research grants to those institutions. There could be smal

pi eces of those that would include some state dollars but that
woul d be over and above the expenditures.

SEN. TESTER asked how much state noneys were allocated in 1990.
M. Dennison did not recall exactly how nmuch that was and

i ndi cated those noneys were | oans in those days and the anount
was probably not nore than $2 mllion.

SEN. TESTER asked if $4.85 was received in 2001 and M. Denni son
confirmed that.

Cl osi ng by Sponsor:

SEN. STONI NGTON cl osed on the bill and conpared the reduction in
SB 14 to those in HB 5. She conceded that perhaps the state
could not afford to support research at the full level. HB 5
woul d cut 35%in 2003, 25%in 2004 and 25%in 2005. She affirned
that no agency is going beyond 10% and that the programis

| everagi ng dollars, producing jobs and was the kind of econom c
driver that was needed in the state.

HEARI NG ON SB 15

Sponsor : John Cobb, SD 25, Augusta
Pr oponent s: Ken Nortvedt, Bozemnan
Opponent s: Ai dan Myhre, Governor's Taskforce for Endowrents

and Phi | ant hr opy

Ken Wosl ey, Director of University Rel ations at
MBU, Billings

CGeorge Dennison, U of M

Janie McCall, Deaconess Billings Cinic

Openi ng St at enent by Sponsor:

John Cobb, SD 25, Augusta, stated that the original bill was
passed several sessions ago that allowed a tax credit, changed in
the | ast session to 40% of the gift to a qualified endowent such
as a foundation or non-profit. The maxi mumcredit was $10, 000.
The bill would reduce the credit again. There would be an
anendnent on the bill to strike the | anguage naking the bill
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retroactive. |If there was no tax credit, the noney would go to
the general fund. He felt taxpayers would not stand for $2.5
mllion in cuts in education next session. He acknow edged the

val ue of endownrents but stressed that noney was needed to bal ance
t he general fund.

Pr oponents' Testi nony:

Ken Nortvedt, Bozeman, supported the bill and contended that tax
credits if narrowy defined and going to relatively few people
were not part of tax policy. They were a round-about, secret way
of spending state nonies and should be under the control of the
appropriations comrittees. He felt tax credits were a subsidy to
a relatively few people and was state spendi ng rat her than having
anything to do with taxes. He wanted to see the cut be greater.
He felt nost of the tax credits in the tax codes shoul d be
abol i shed and insisted that if there were deserving peopl e that
the tax credits were ained at hel ping they shoul d be hel ped

t hrough the normal appropriations process. He urged voting for
the bill and taking a look at all the other tax credits
particularly the wind tax credit. He couldn't understand why the
state woul d rei nburse anybody for 35% of their cost of doing

busi ness (about $1 million in this bienniunm. He urged
generalizing SEN. COBB's bill because narrowl y defined tax
credits were another form of spending.

Opponents' Testi nony:

Ai dan Myhre, Governor's Taskforce for Endowrents and

Phi | ant hr opy, stated she al so served as |ocal chair of her | ocal
hospital foundation. She contended that dollars raised go to
hel p those in need. Where government cuts were being made, non-
profits were picking up the burden and that the endownent tax
credit helps with that. She felt if endowrents can be built it
will help with funding crises in the future. She felt that there
should be nore tine to see the inpact of the previous cuts and
not ed that endownents keep noney in Mntana, planned gifts
generate as nuch as $12 million additional taxable incone.

Ken Wosl ey, Director of University Relations at MSU, Billings,
opposed the neasure and urged the conmmttee to vote no because it
was a breach of trust. To make the reductions retroactive would
be punitive and unjust to those who already made gifts in 2002.
On his campus, this was largely individuals, not corporations.

He felt the tax credit has been proven effective as an inducenent
for private taxpayers to contribute to institutions and agencies
that are suffering the nost fromstate funding cuts. He renmarked
that Montana was 49th in the nation in terns of philanthropic
contributions. In many cases the tax credit had been used to
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convert appreciated securities to set up gift annuities and

t heref ore hasdcontri buted substantially to the state's econony as
annuity paynents are subject to tax. Over $2 mllion had been

pl edged to his canpus to date this year assum ng the |egislature
woul d carry through on its prom se. He urged a no vote.

CGeorge Dennison, U of M argued that the nost inportant issue was
consistency in state policy. The benefits fromthe endowrents go
to a wide spectrum of people across the state and non-profits are
a large piece of Montana's econony. Staying the course is the
nost inportant issue. People nmake their plans on the basis of
existing state policy. |If the policy is subject to change, he
suspected the benefits to the state at |arge would not occur. He
urged resisting the legislation at this tine.

Janie McCall, Deaconess Billings Cinic, stated that the clinic
is the second | argest enployer in Yell owstone County next to
School District 2. The clinic provided $4.5 million of charity
care in 2001 and had an un-rei nbursed cost of Medicare and
Medicaid of $11.8 mllion. She opposed the bill but appl auded
Sen. Cobb for his efforts to find neasures to address the
deficit. She felt the tax endownent needs tine to work. {Tape :
2; Side : A}

Questions from Commttee Menbers and Responses:

SEN. JOHNSON asked M. Nordvedt about tax credits for wind--if
the facility would have to built and that once built if it would
continue to be a taxpaying entity.

M. Nordvedt agreed that was true of anything built that stays in
activity but all of their potential income tax was given back to
themin the formof tax credits for the fifteen year carry
forward provision. In the case of wind energy the specific

| anguage al so says they are guaranteed a fair rate of return on
the sale of that part of the energy they sell to the state. They
are essentially guaranteed a product but are getting 35%of their
cost reinbursed to them from Montana taxpayers. Excessive tax
credits warp sound econom ¢ devel opnent devel opnent by hiding the
costs through other subsidies fromtaxpayers.

SEN. JOHNSON sonewhat agreed regardi ng excessive tax credits but
felt that if there was to be econom ¢ devel opnment, you had to
hel p nmake that happen. He thought w thout a project or place for
peopl e to be enpl oyed there would be no growi ng econony of any
sort. M. Nortvedt agreed.

CHAI RMAN BOB KEENAN asked Ms. McCall to connect the dots between
the bill and the charitable care at Deaconess.
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Ms. McCall nade the point that her organi zation, along with many
ot her non-profits in the state of Montana, provides a great deal
of charity care and the nonies that are gathered for endownents
and foundations are provided to give other services. O her
hospitals, health care providers and nental health care providers
are providing care without receiving the full cost of care or
servi ces.

CHAl RVAN KEENAN asked if the nunmbers used were based on the cost
of giving those services or billable charges.

Ms. McCall indicated they were based on the cost of doing
servi ces.

CHAI RVAN KEENAN st ated he had a docunent on the Medicaid ratio of
cost of services versus the charges and the revenue.

Cl osi ng by Sponsor:

SEN. COBB sai d an anendnent woul d nake the bill not retroactive.
He said staying the course and consi stency nmeant spendi ng nore
noney than the state takes in. Although everyone wants sonething
different in the state, politically we are one state and one
peopl e and we have to try to find a conprom se. The |egislature
is the only body elected in this state that actually | ooks out
for the benefit of everyone. He felt we were giving noney away
we don't have.

ADJ OURNVENT

Adj ournnment: 11:20 A M

SEN. BOB KEENAN, Chair

PRUDENCE d LDROY, Secretary
BK/ PG

EXHI BI T(f cs02aad)
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